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I .  CONTRACTUAL AND OTHER CONSIDERATIONS AFFECTING 
PRODUCERS, PIPELINES AND DISTRIBUTORS DURING 
CURRENT PERIOD OF MARKET DEMAND CONSTRAINTS
I .  CURRENT MARKET CONDITIONS
A. C h a r a c t e r i s t i c s
1 .  High P r i c e s .
2 .  Abundant S u p p ly .
3 .  D e c l i n i n g  Demand.
B. C a u ses
1 .  N a t u r a l  Gas P o l i c y  A c t  o f  1 9 7 8 .
a) E s t a b l i s h e d  h i g h e r  c e i l i n g  p r i c e s  
f o r  a l l  c a t e g o r i e s  Of g a s .
b) Provided that prices would escalate 
with inflation.
c )  P r o v id e d  " r e a l  g ro w th "  e s c a l a t i o n  f o r  
c e r t a i n  c a t e g o r i e s  o f  g a s .
d) P r o v id e d  f o r  d e r e g u l a t i o n  o f  c e r t a i n  
h i g h  c o s t  g a s .
2 .  T r a d i t i o n a l  Gas P u r c h a s i n g  R e l a t i o n s h i p s  
and P a t t e r n s .
3 .  I n d e f i n i t e  E s c a l a t o r  C l a u s e s .
4. D e c l i n i n g  A l t e r n a t i v e  F u e l  P r i c e s .
5 .  R e c e s s i o n .
6. C o n s e r v a t i o n .
7 .  Warm W in t e r .
E-l
I I .  NEGOTIATING NEW CONTRACTS AND MODIFYING EXISTING
SUPPLIER/PURCHASER RELATIONSHIPS IN RESPONSE
TO MARKET CONDITIONS
A. P i p e l i n e  C o n c e r n s :
1 .  N e g o t i a t i o n  o f  c o n t r a c t s  w i t h  
p r o d u c e r s :
a )  R e d u c t i o n  o r  e l i m i n a t i o n  
o f  t a k e - o r - p a y  o b l i g a t i o n s .
b)  M a r k e t - o u t  c l a u s e s  in  c o n t r a c t s  
f o r  d e r e g u l a t e d  and o t h e r  h i g h  c o s t  
g a s .
c )  R e s t r u c t u r e  p r i c i n g  p r o v i s i o n s .
d) P r o v i s i o n s  p e r m i t t i n g  r e d e t e r ­
m i n a t i o n  o f  c o n t r a c t  p r i c e  down t o  
m a r k e t - c l e a r i n g  l e v e l .
2 .  F i l i n g  new t a r i f f s  t o  m o d i fy  
e x i s t i n g  r a t e s  t o  c u s t o m e r s .
a )  D i s c o u n t / i n c e n t i v e  r a t e s  
t o  d i s t r i b u t o r s  and l a r g e  
i n d u s t r i a l  c u s t o m e r s  i n  
o r d e r  t o  m in im iz e  l o a d  l o s s  
t o  a l t e r n a t i v e  f u e l s .
B.  P r o d u c e r  C o n c e r n s :
1 .  A d e q u a te  c o n s i d e r a t i o n  from  
p u r c h a s e r s  i n  n e g o t i a t i n g  
p r i c i n g  c l a u s e s ,  t a k e - o r - p a y  
and make-up c l a u s e s ,  m a r k e t - o u t  
c l a u s e s ,  p r o d u c t i o n  r e l a t e d
( i . e .  g a t h e r i n g ,  c o m p r e s s i o n ,  e t c . )  
c l a u s e s  and r e l a t e d  p r o v i s i o n s  
i n  e x i s t i n g  and new c o n t r a c t s .
2 .  S a l e s  l e v e l s  t o  a s s u r e  c a s h  f l o w  
c o n t i n u i t y .
3 .  A l t e r n a t i v e  t r a n s p o r t a t i o n  r e l a t i o n s h i p s .
C. D i s t r i b u t o r  C o n c e r n s :
1 .  A b i l i t y  t o  r e n e g o t i a t e  e x i s t i n g  r e l a t i o n s h i p s  
w i t h  s u p p l i e r s .
E-2
2 .  O pt ion s  w hich can be used t o  i n f l u e n c e  
p i p e l i n e  s u p p l i e r s  and p r o v i d e  p r o t e c t i o n  
from m a r k e t a b i l i t y  p r o b le m s .
a)  A l t e r n a t i v e  r a t e  d e s i g n  
p r o p o s a l s  f o r  p i p e l i n e  s u p p l i e r s .
b) C h a l l e n g e s  t o  s u p p l i e r s '  PGA p a s s ­
t h r o u g h s  o f  h i g h  g a s  c o s t s .
c)  C h a l l e n g e s  t o  s u p p l i e r ' s  minimum b i l l  
p r o v i s i o n s  i n  r a t e  c a s e s .
3 .  T w o -p a r t  r a t e  s t r u c t u r e s  a t  th e  l o c a l  l e v e l ,  
c h a r g i n g  i n d u s t r i a l  c u s to m e rs  on a d i f f e r e n t  
b a s i s  th an  o t h e r  c u s to m e rs  in  o r d e r  to  
m in im ize  i n d u s t r i a l  lo a d  l o s s .
4 .  P u r c h a s i n g  gas  a t  th e  w e l l h e a d  and 
e s t a b l i s h i n g  t r a n s p o r t a t i o n  a r ra n g e m e n ts  
f o r  s y s t e m  s u p p l y .
I I I .  NON-CONTRACTUAL RESPONSES TO MARKETABILITY PROBLEMS
A. P r o d u c e r s
1 .  NGPA § 3 1 1 (a )  a r ra n g e m e n t s  t o  b y p a s s  
t r a d i t i o n a l  p i p e l i n e  c u s t o m e r s .
2 .  D i r e c t  s a l e s  t o  end u s e r s  o r  
d i s t r i b u t o r s .
3 .  C o n s t r u c t i n g  p i p e l i n e s  from s u p p l y  
a r e a  and recoupment o f  c o s t s .
a)  NGPA c o n s e q u e n c e s .
b) N a t u r a l  Gas A ct  c o n s e q u e n c e s .
B. P i p e l i n e s
1 .  O f f - S y s t e m  s a l e s  t o  market  
s u r p l u s  g as  s u p p l i e s .
2 .  I n c e n t i v e  p r i c i n g  p o l i c i e s  t o  
a t t r a c t  new l o a d s .
E-3
c D i s t r i b u t o r s
1 .  A l t e r n a t i v e  s u p p l y  o p t i o n s .
a ) From o t h e r  a c c e s s i b l e  p i p e l i n e  
s u p p l i e r s .
b) From p r o d u c e r  f i e l d  s u p p l y  
s o u r c e s .
c ) T r a n s p o r t a t i o n  a r r a n g e m e n t s  under  
NGPA § 3 1 1 ( a ) .
d ) The I l l i n o i s  Commerce Commission 
h a s  r e c e n t l y  o r d e r e d  t h r e e  I l l i n o i s  
d i s t r i b u t o r s  t o  r e p o r t  on methods o f  
o b t a i n i n g  a l t e r n a t i v e  s o u r c e s  o f  g a s  
s u p p l y .
R e g u l a t o r y  and L e g i s l a t i v e  R e s p o n s e s  To C u r r e n t  
M ark et  C o n d i t i o n s
1 .  FERC •
a) R e g u l a t o r y  s c r u t i n y  o f  
t r a d i t i o n a l  c o n t r a c t u a l  p r o v i s i o n s  
e . g .  t a k e - o r - p a y  ( s e e  FERC D ocket  
No. P L 8 3 - 1 - 0 0 0 ) ,  minimum b i l l s ,  
i n d e f i n i t e  e s c a l a t o r s ,  r e d e t e r ­
m i n a t i o n s .
b) Check on p i p e l i n e  p u r c h a s i n g  
p r a c t i c e s  u n d er  NGPA § 6 0 1 ( c )  "F r a u d  
and A b u s e "  s t a n d a r d  ( P L 8 2 - 1 - 0 0 0 ) .
i )  C o lum bia  Gas T r a n s m i s s i o n  Co.
i n i t i a l  d e c i s i o n  ( T A 8 1 - 1 - 2 1 - 0 0 1  
and T A 8 1 - 2 - 2 1 - 0 0 1 ) .
i i )  P e t i t i o n  o f  A s s o c i a t e d  Gas
D i s t r i b u t o r s  f o r  a d e c l a r a t o r y  
o r d e r  t h a t  " a b u s e "  en co m p a sses  
c e r t a i n  p i p e l i n e  g a s  p u r c h a s i n g  
p r a c t i c e s  ( R M 8 3 -5 5 -0 0 0 ) .
c ) " N e t - b a c k "  p r i c i n g  a p p ro a c h  t o  l i n k  
w e l l h e a d  p r i c e  w i t h  p r i c e  o f  a l t e r n a t i v e  
f u e l s  a t  t h e  b u r n e r  t i p .
d) P i p e l i n e  r a t e  d e s i g n s  g i v i n g  p i p e l i n e s  
i n c e n t i v e  t o  a v o i d  l o a d  l o s s  due t o  h i g h  
g a s  c o s t s ,  i . e .  a  s l i d i n g  s c a l e  r a t e  o f  
r e t u r n  b a s e d  on s a l e s  v o lu m e s .
E -4
e) D is c o u n t  r a t e s  t o  i n d u s t r i a l  
u s e r s  i n  p i p e l i n e  t a r i f f s .
f )  Cap on § 107  h ig h  c o s t  g a s  a t  th e  
commodity v a l u e  o f  g a s  o r
some o t h e r  l e v e l  (R M 8 2-32-0 0 0 ) .
2.  P o t e n t i a l  C o n g r e s s i o n a l  R e s p o n s e s :
a)  N a t u r a l  g a s  p i p e l i n e s  a s  common 
c a r r i e r s .
b) D e c o n t r o l  w e l l h e a d  p r i c e s  (See  
R ic h a r d  M o rg an 's  p r e s e n t a t i o n ) .
c )  F r e e z e  o r  e x t e n d  c o n t r o l s  on w e l lh e a d  
p r i c e s .
d) Impose m a r k e t - o u t  p r o v i s i o n s  
l e g i s l a t i v e l y .
e)  A b r o g a t e  o r  m o d ify  t a k e - o r - p a y  and 
i n d e f i n i t e  p r i c i n g  p r o v i s i o n s  i n  
e x i s t i n g  c o n t r a c t s .
f )  A b ro g a t e  c o n t r a c t s  t o  p e r m i t  
r e n e g o t i a t i o n  f o r  a s p e c i f i e d  p e r i o d .
g) D i r e c t  FERC t o  e x e r c i s e  s t r i c t e r  
s c r u t i n y  o f  p i p e l i n e  p a s s - t h r o u g h s  
under NGPA § 6 0 1 ( c ) .
h) L i m i t  FERC d i s c r e t i o n  t o  a d m i n i s t r a ­
t i v e l y  i n c r e a s e  c e i l i n g  p r i c e s  under 
t h e  NGPA.
i )  L i m i t  p r i c e s  f o r  im p o rted  n a t u r a l  
g a s .
E-5
